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ABOUT TNI COMPANY 

General Mills is a leading marketer of 
consumer fcxxls and one of the nation's 
largest operators of full-service restau¬ 
rants. The company’s ongoing goal is the 
development of products and services 
that consumers recognize as better than 
competitive offerings. General Mills is 
committed to financial results that place 
us in the top quartile of all major com¬ 
panies. The company is also committed to 
g(x>d corporate citizenship, especially as 
it relates to the communities where we 
do business. 
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GENERAL MILLS. INC. AND SUBSIDIARIES 


THK YEARS IN BRIEF 


Amounts in Millions, Except Per Share Data and Percentages 

Fiscal Year Ended 

May 29. 1988 May 31. 198^ 

Percent 

Change 

CONTINUING OPERATIONS 

Sales 

S 5,178.8 

84,699.0 

10.2% 

Earnings After Taxes 

265.4 

208.3 

27.4 

Earnings Per Share 

3.05 

2.35 

29.8 

RESULTS INCLUDING DISCONTINUED OPERATIONS 

Sales 

§5,777.7 

$5,208.2 

10.9% 

Net Earnings 

283.1 

222.0 

27.5 

Net Earnings Per Share 

3.25 

2.50 

30.0 

Return on Average Equity-Net Earnings 

41.1% 

31.4% 

9.7 points 

Dividends Per Share 

S 1.60 

$ 1.25 

28.0% 

Average Shares Outstanding 

87.0 

88.7 

— 

Year-end Market Price Per Share 

S 45.75 

$ 54.00 

(15.3) 


SALES 



EARNINGS AFTER TAXES 



Dollars in Billions 



Dollars in Millions 
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EARNINGS PER SHARE 
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LETTER TO SHAREHOLDERS AND EMPLOYEES 

G eneral Mills achieved record financial results in fis¬ 
cal 1988. Earnings per share from continuing 
operations increased 30 percent to a record $305. 
Return on average shareholders' equity was 

mI. 1 percent. 

Sales increased 10 percent to $5.18 billion, largely from Con¬ 
sumer Foods unit volume increases and the addition of new 
Restaurant units. After-tax earnings were $265.4 million, or 
5.1 percent of sales. The effective corporate tax rate declined to 
40.1 percent from 48 ."' percent last year, primarily reflecting the 
effect of Federal Tax Reform. 

Net earnings, which include results of the discontinued Spe¬ 
cialty Retailing operations, were $3 25 per share, or $283.1 mil¬ 
lion, representing growth of 30 percent and 28 percent, 
respective ly 

Fiscal 1988 was one week shorter than last year’s 53-week fiscal 
year, which included a 14-week fourth quarter 

Dividends for the fiscal year totaled $1.60 per share. The cur¬ 
rent annual rate of $1.88, effective with the August 1 payment, 
represents a two-year increase of 50 percent over the $1.25 per 
share paid in fiscal 198^. The new rate represents the 24th con¬ 
secutive year of increase in dividends per share. 

operating highlights Consumer Foods, General Mills’ largest 
business, achieved a 4 percent increase in domestic package food 
volume and record results in international operations This led to 
sales and operating profit gains of 9 percent and 11 percent, 
respectively. To build momentum, we invested over $100 million 
more in media and promotional spending than in the prior year. 
Fourth quarter spending was particularly strong in support of our 
important Big G cereals business. 

Restaurants also had good performance from Red Lobster and 
The Olive Garden. Operating profits from these two businesses 
were up 16 percent on the strength of growth in average unit 
sales and the addition of 50 new units. Both Leeann Chin's and 
York reported losses, including charges of $12.9 million associ¬ 
ated with the sale of Leeann Chin's and closing poorly performing 
York units, w hich caused total operating profits to be dow n 4 per- 



H. B. Atwater, Jr. F. C. Blodgett M. H Willes 


cent. York’s position is in the final stages of reassessment. Total 
restaurant sales grew 14 percent. 

talbots/eddie bauer sales The sale of Specialty Retailing 
basically completes the transformation of General Mills that 
began in 19“ 7 6. Specialty Retailing was a comparatively small part 
of General Mills, representing 10 percent of sales and 6 percent 
of net earnings. Efforts to identify expandable concepts beyond 
Talbots and Eddie Bauer were disappointing. This relatively 
minor presence in the industry coupled with the opportunity to 
achieve high selling prices led the Board of Directors in January 
1988 to authorize exploration of the sale of these businesses. 

In May 1988, we agreed to sell Talbots for $325 million to 
J l SCO Co., Ltd., one of Japan’s largest retailers, and Eddie Bauer 
for $260 million to Spiegel. Inc. The transactions were com¬ 
pleted by July 2,1988. Gross proceeds of $585 million will 
provide a minimum of $400 million in cash for reinvestment and 
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result in an after-tax profit exceeding $200 million to be 
recorded in fiscal 1989 first quarter results. 

In anticipation of the sale, the company in fiscal 1988 and to 
date in fiscal 1989 has invested $331 million to repurchase 7 mil¬ 
lion common shares. The remainder of the cash proceeds has 
been used to repay debt, returning debt to under 50 percent of 
total capitalization. The effect of the share repurchases will more 
than offset the loss of Specialty Retailing earnings in General 
Mills’ future results. The company currently has approximately 82 
million common shares outstanding. 

DIRECTORS AND officers Effective August 1,1988, John W Mor¬ 
rison, a valued director since 19 7 6, retired from the Board. His 
counsel and good judgment will be missed. James J. Feeney, Gen¬ 
eral Manager of the Sperry Division, was elected a Senior Vice 
President. We note with sadness the passing of Thomas M. Crosby 
grandson of one of the founders of Washburn Crosby, the prede¬ 
cessor of General Mills, and a distinguished executive and 
director of this company for nearly tO years. 

DIVIDENDS PER SHARE GROWTH 

Dollars CGR = 14% 

112 

1.13 

1.25 

1.60 

188 

•Current Rate 

financial GOALS and outlook Our financial goals remain 
unchanged. They include achieving a top-quartile return on aver¬ 
age shareholders’ equity; earnings per share growth averaging a 
minimum six percentage points above inflation over a five-year 
period; a minimum after-tax return on sales of 5 percent; a strong 
balance sheet with an “A" bond rating; and regular increases in 
dividends to maintain an approximately 50 percent pay out rate. 

General Mills has good growth and high return characteristics, 
combined with excellent internal reinvestment opportunities. We 


will emphasize businesses that build shareholder value and best 
fit our strengths. A discussion of our growth strategy and invest¬ 
ment plans begins on page 4. 

We are off to an excellent start toward achieving strong finan¬ 
cial performance in fiscal 1989. Our goals are again to pnxluce 
record sales, earnings and earnings per share. Return on average 
shareholders’ equity will remain well within the upper 10 percent 
of all major United States corporations. Strong food volume gains, 
expansion of Red Lobster and The Olive Garden restaurants and 
the benefits of increased operating efficiencies are all expected to 
make strong contributions to total performance. 

The talent and initiative of our T 4,000 employees make this a 
great company. We thank General Mills people for their commit¬ 
ment to “Championship Quality" in all that they do. 

A). 

H. B. Atwater. Jr. 

Chairman of the Board and Chief Executive Officer 

F. C. Blodgett 

Vice Chairman of the Board, 

Chief Financial and Administrative Officer 

nn<J //' oojl 

M. H. Willes 
President 

August 10.1988 
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GROWTH AND INVESTMENT STRATEGY 

G eneral Mills' basic financial objective is to build 
long-term shareholder wealth. Strong earnings 
growth and a high return on equity, coupled with 
high and grow ing dividends, are the key elements 
to building shareholder wealth. 

The dilemma for large food companies around the world is 
that aggregate food consumption grows slowly and, therefore, 
high earnings growth is difficult to achieve in most mature food 
categories. 

Faced with this growth dilemma in the mid-1960s, the strategic 
choices appeared to be either to diversify away from food in an 
attempt to achieve higher growth or make substantial acquisitions 
at high prices w ithin the food industry, generally in mature seg¬ 
ments, or a combination of both. These actions could work 
directly against the objective of obtaining high returns and, with 
entries into cy clical businesses, could also inhibit consistent long¬ 
term growth. 

CORPORATE STRUCTURE CHANGE, 1976 TO 19S8 



19 7 6 

1988 

Projected 
Real Growth 

Total Sales 

$2.6 Billion 

$52 Billion 


Business Type: 




Good Growth/High Return 

19% 

42% 

6% 

High Growth/Lower Return 

9 

22 

IS 

Lower Growth/High Return 

42 

34 

3 

Cyclical Growth/Lower Return 

30 

2 

- 


100% 

100% 

6 + % 


General Mills chose to diversify; evolving from a company that 
was 94 percent consumer foods in 1966 to a company that was 
62 percent consumer foods in 1976. By then, the company was 
operating in 13 industries with sales of $2.6 billion. Over ^0 per¬ 
cent of those sales were in businesses that were either low- 
growth, or volatile and cy clical, as indicated in the table above. 

Today, we are a $5.2 billion company, w ith 64 percent of our 
sales in businesses that offer both high returns and good growth, 
or high growth businesses that have lower returns at this stage of 
their development. This substantial transformation of our busi- 


SIGNIFICANT DIVESTITURES (1977-PRESENT) 


In Millions 


Years 

Final Year 
Sales 

Chemicals 

ism 

$ 127 

Hot )ds 

1979-87 

456 

Fashion 

1979-85 

595 

Toys 

1982-85 

715 

Restaurants 

1985-88 

167 

Retailing 

1985-88 

738 

Other 

1982-86 

117 

52.91*5 


ness structure is a result of exiting nearly 50 businesses that had 
aggregate revenues at the time of sale of over $2.9 billion (see 
table above). 

These selected divestitures were in every industry area includ¬ 
ing food and restaurants, which were over 20 percent of the total, 
and were accomplished with an aggregate gain of more than $40 
million. The independent companies formed from our toy and 
fashion businesses created approximately $10 value per General 
Mills share at the time of their spin-off in fiscal 1986. General 
Mills now has an exceptional business structure, which has the 
potential to show continued excellent growth. 

Our basic strategy is to be in only the most attractive segments 
of those businesses where our management is competitively 
superior and where our market posit ion is strong. 

This strategy emphasizes internal growth, but we will make 
selected acquisitions, such as Robin Hood family flour. Woman 
Foods frozen novelties, and the purchase of Seafood Broiler real 
estate sites for conversion to Red Lobster units. Continuous 
improvement of our established businesses and aggressive new 
business efforts in the areas we know best enable us to grow sub¬ 
stantially faster than aggregate industry growth w hile maintaining 
high returns. 
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The consumer foods and restaurant companies that currently 
make up General Mills have excellent vitality. Since 1984. total 
sales of these businesses have grown at a 10 percent compound 
rate, while operating earnings have increased at 15 percent per 
year. In addition, return on assets in these businesses has 
improved even as substantial additional assets have been invested 
for future growth. 

More than 90 percent of the company's sales from branded 
consumer food products are generated by items that hold either a 
number one or two share position. These include Big G cereals; 
virtually all Betty Crocker lines such as dessert and main meal 
mixes, potatoes, dry salad mixes and fruit snacks; Gorton’s frozen 
seafood; Yoplait yogurt; Gold Medal flour and Bisquick baking 
mix; Fop Secret microwave popcorn; and European snack lines. 

Underlying this competitive strength are growing established 
lines and a successful new product program that has promoted 
entry into new' categories. The company expects to sustain unit 
volume growth equal to or better than the 4 percent compound 
increase of the last five years. 

We also have been successful in introducing many new food 
products that meet consumer needs. Approximately 30 percent of 
Consumer Foods sales in 1988 came from items new' in the last 
five years, representing well over $1 billion in sales. 

General Mills’ Red Lobster and The Olive Garden restaurants 
also hold leading market positions in attractive and growing seg¬ 
ments. Red Lobster is the leading seafood dinnerhouse chain 
worldwide, and has excellent growth opportunities as seafood 
consumption increases and new' units are added. The Olive Gar¬ 
den leads the Italian segment, offering America’s favorite ethnic 
cuisine. These strong concepts will continue to capitalize on their 
expansion opportunities in the United States and international 
markets. Red Lobster plans to add 140 restaurants worldwide over 
the next three years, over half of w hich will be in international 
markets. The Olive Garden plans to open an additional 120 units 
in the United States. 


FIXED ASSET INVESTMENT PLAN, 1989-1991 

In Millions 



Good Growth/High Return Businesses 


Lower Growth ! Cigh Return Businesses 


High Growth/Lower Return Businesses 


To support our growth. General Mills plans to invest $1.2 bil¬ 
lion during the next three years, an amount equivalent to more 
than 80 percent of our existing net asset base. Approximately 
$550 million of this amount will support the company’s good 
growth/high return businesses, including construction of a new- 
cereal plant in Covington, Ga.. our first production facility in the 
Southeast; and continued expansion of Red Lobster’s North Amer¬ 
ican operations. 

Nearly $150 million w ill be invested over the next three years 
in the company's lower growth/high return businesses. About 
$500 million wall support General Mills' major growth businesses. 
This includes the continued rapid expansion of The Olive Gar¬ 
den, as well as investment behind high-growth food businesses 
like Yoplait and Gortons that have already contributed to earn¬ 
ings growth and will continue to do so at an increasing rate. 
Approximately $420 million of the three-year total wall be 
invested in fiscal 1989. 

General Mills’ structure, leading market positions and aggres¬ 
sive investment plans w ill build the company's position as a 
premier performer in the best segments of the consumer foods 
and restaurant industries. This combination will also continue to 
create exceptional value for the shareholders of General Mills. 
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CONSUMER POODS 


G eneral Mills' consumer foods businesses had an 

excellent sear in 1988, posting good gains in sales, 
operating profits and unit volume. Sales grew 
9 percent to $3- 7 5 billion; operating profits 
increased 11 percent to $411.3 million. The vitality of established 
lines and the successful introduction of many new’ products, 
including entries in market segments new to General Mills, gen¬ 
erated a percent unit volume growth. Adjusted for the 53-week 
s ear in 198* 7 , unit volume growth exceeded 6 percent. 

CONSUMER FOODS UNIT VOLUME GROWTH 


CGR=4% 


2 ~’% 


84 


25% 


85 


24% 


86 


28% 


30% 


88 


■ Products New in the List Five Years 


cereals Big G cereals. General Mills’ largest single business, set 
a new sales record and posted its ninth consecutive annual unit 
volume gain. Big G made good progress on its strategy to 
increase penetration of the adult and all-family market segments, 
and successfully entered the hot cereal category. 

Big G s new r est ready-to-eat cereals performed well. Raisin Nut 
Bran , which achieved the highest pound share of all new’ cereal 
products in 198"\ showed continued strong momentum in 1988 
with unit volume up 10 percent. Oatmeal Raisin Crisp , the first 
oatmeal flake cereal, enjoyed good consumer response in its first 
full year. Clusters cereal, a blend of bran flakes and unique nut 
clusters, was introduced during 1988 and will complete national 
distribution this fall. Together, these three cereals contributed 
two share points in 1988. New Big G cereals introduced later in 
fiscal 1989 and beyond will continue to be strategically targeted 
to the grow ing all-family and adult segments. 

Big G s many strong, established cereals also did well: 

Cbeerios and Honey Nut Cheerios maintained their strong mar¬ 
ket positions. Cbeerios has the second highest dollar sales in the 
industry and Honey Nut Cbeerios . which in 1988 posted its ninth 
successive annual unit volume increase, currently ranks sixth. 




G’s growing line of 
adult and all-family 
cereals includes 
strong established 
brands like Total and 
innovative new prod¬ 
ucts such as Oatmeal 
Raisin Crisp. 


Big G has a broad 
line of children's 
cereals, including 
such long-time favor¬ 
ites as Lucky Charms 
and Trix. 
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Big G brought Total 
nutrition to the hot 
cereal category this 
year with the success¬ 
ful introduction of its 
Total Oatmeal line. 


One of the cereal 
markets most suc¬ 
cessful new products, 
Raisin Nut Bran is 
preferred 2 to 1 over 
leading competitors’ 
raisin bran cereals . 
and is both low in 
sodium and a good 
source of fiber. 


—«MO#OCJ»Cf or » 

LOWtNSODtUM 


T he wholesome oat 
goodness and tempt¬ 
ing taste of Cheerios 
and Honey Nut 
Cheerios keep these 
cereals among 
the industry's 
10 best / 

sellers. 


Whole Wheat Total and Total Corn Flakes both set new volume 
records, for a combined gain of 6 percent, and maintained their 
leadership position in the adult fortified cereal segment. Strong 
momentum for this franchise has continued since 198" 7 when the 
cereals were additionally fortified with calcium. 

Wfjeaties volume grew, benefiting from innovative promotions. 
Limited-edition packages featuring the baseball world champion 
Minnesota Twins and NFL Super Bowl champion Washington Red- 


skins boosted retail shares in 

their regional markets to four times 



AVI 

Pounds Per Capita 

Age 

Percent Growth 
in Consumption 
1984-1988 



4-12% 











19-44 

4 11% 


45-54 

+ 12% 


55 4- 

+ 5% 


All Ages 

+ 9% 


the normal levels. A nationwide promotion offering consumers 
die chance to get their photos on a Wieaties box also generated 
strong interest. 

The cereal market continues to be very competitive with 
increased promotional spending. Big G lost some market share 
earlier in the year, but reported gcxid share gains in the last quar¬ 
ter. Average annual share of the $5.6 billion ready-to-eat market 
declined slightly to 23.5 percent. Steady increases in per capita 
cereal consumption will continue to create good opportunities in 
this growing market, where Big G has a proven record for new' 
product innovation. 

Penetrating the $500 million hot cereal category was an impor¬ 
tant priority' for Big G, and results for the Total Oatmeal line 
exceeded initial expectations. Total Oatmeal is the first hot cereal 
to supply 100 percent of the Recommended Daily Allowance of 
12 vitamins and minerals. Since its introduction, the line has cap¬ 
tured a 12 percent dollar share of the instant oatmeal segment. In 
July 1988, Big G added maple browm sugar Total Oatmeal and a 
variety pack to the line. Big G has also introduced a second hot 
cereal called Oatmeal Swirlers , featuring stir-in packets of real 
fruit that are particularly attractive to children. 
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mix products The Betty Crocker lines of dessert, main meal and 
side dish mixes achieved record unit volume in 1988, outpacing 
industry growth. The vitality of established lines was enhanced by 
the introduction of more than 30 new Betty Crocker products 
offering premium quality and increased convenience. Several 
microvvaveable products were added, including Betty Crockers 
successful Micro Rare cake mix line. 

In the $1.1 billion dessert mix market, established Betty 
Crocker lines achieved volume and share gains. Super Moist set a 
volume record and became the layer cake share leader Betty 
Crocker brownie mixes also achieved a new volume record, w ith 
good results from established lines and the new premium-quality 
Betty Crocker Bake Shop brow nies. Three new Betty Crocker 
Bake Shop muffin mixes also contributed incremental volume, 
boosting total muffin volume to a third consecutive annual 
record. 

Betty Crocker's first microwaveable dessert product is Micro- 
Rare cake. Since its introduction in January 1988. the four-flavor 
line has become the microwave cake share leader. In July 1988, 
Betty Crocker introduced a three-flavor line of MicroRaiv 
brownies. Additional microwave dessert mixes are planned 

Retail dollar sales for the add-meat dinner mix market grew' 

24 percent in 1988 to reach $285 million, driven by new competi¬ 
tion and product introductions. Bett)' Crocker Helper mixes, the 
category leader, achieved good unit volume growth on the 
strength of newer flavors, including Hamburger Helper Meat Loaf 
and Tuna Helper Tuna Pot Pie, and the Hamburger Helper 
Chili line. 

Betty Crocker specialty potatoes volume grew 14 percent to set 
a new- record, significantly exceeding the industry’s strong 8 per¬ 
cent increase. The new Potato Medleys line of potato and 

KSTABLISHKD MARKET CATEGORIES 



1988 

Retail Sales 

In Millions 

Share 

Market 

Position 

Ready-to-eat Cereal 


23‘/2% 

2 

Dessert Mixes 

1.110 

40 

1 

Hour and Baking Mixes 

SOU 

S2 

1 

Add-meat Dinner Mixes 

28S 

0*4 

1 

Potatoes and Side Dish Mixes 

200 

(40 

1 



Hamburoer n 
Helper ^ 

Meat Loaf 


A baking mix staple 
for 57 years, Bisquick 
is better than ever 
with a new formula¬ 
tion that contains no 
cholesterol. 


for more than a cen¬ 
tury, market-leading 
Gold Medal flour has 
been the recipe for 
baking success. 
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Hamburger Helper 
mixes and Betty 
Crocker specialty 
potatoes team up for 
a great-tasting, conve¬ 
nient dinner. 


New flavor varieties 
and innovative new 
lines like Potato Med¬ 
leys build growth in 
Betty Crocker's estab¬ 
lished mix categories. 


SuperMoist layer 
cakes and Creamy 
Deluxe ready-to- 
spread frosting are a 
classic dessert 
combination. 


vegetable side dishes was a key contributor to both volume gains 
and helped Betty Crocker increase its share leadership in the 
$130 million market. A new four-flavor line of Bet/V Crocker 
Microwave Potatoes, including scalloped and au gratin varieties, 
is currently entering national distribution. 

Retail sales for dry packaged salads in 1988 reached $73 mil¬ 
lion. During the year, Betty Crocker added three new varieties to 
its Suddenly Salad line and sustained a more than 50 percent 
share of the market. 

Bisquick is the dominant share leader in the $125 million bak¬ 
ing mix category. In 1988, Bisquick was reformulated to eliminate 
animal fats and tropical oils, and to contain no cholesterol, 
enhancing its future vitality: 

FLOUR AND foodskrvice General Mills’ flour operations had an 
excellent year in 1988, achieving volume and earnings gains in a 
growing industry. Per capita annual flour consumption has 
increased 25 percent in the last 14 years to reach 128 pounds. 

Bakery flour now’ accounts for more than 75 percent of milling 
industry volume. In 1988, General Mills' bakery flour volume 

GROCERY PRODUCTS FOOD GROUP 
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grew 3 percent over last year’s record. Volume growth is 
expected to continue as the company remains focused on the 
fastest growing segments of the industry. 

The steady volume decline in the $3“ r 0 million family Hour seg¬ 
ment moderated this year. General Mills brands, including 
industry leader Gold Medal flour, generated volume gains and 
attained a record 42 percent market share. 

Foodservice operations set a volume record in 1988. New 
product introductions and aggressive marketing programs 
extended the company’s share leadership in foodservice specialty 
baking mixes and improved its number two position in ready-to- 
eat cereals. 

snack foods General Mills in 1988 continued to expand its 
snack food businesses. Several established lines showed strength 
and new products contributed gtx)d growth. Single unit snack 
sales through convenience and drug store outlets increased sharply, 
with volume for continuing lines up SO percent. The company 
also doubled its share of the fast-growing frozen novelties market 
in 1988, successfully introducing several innovative products. 

The microwave popcorn market showvd continued strong 
growth. Retail sales for the shelf-stable segment increased S3 per¬ 
cent to $3S0 million, and volume was up sharply due to new 
product activity supported by heavy marketing spending. In this 
competitive market, Pop Secret maintained its strong number two 
share position, posting good growth in supermarket unit volume 
and significantly expanding single-unit distribution. New' cheese 
flavor Pop Secret was added to the line this spring. 

MAJOR GROWTH BUSINISSES 



Year 

1988 




Entered 

Retail Sales 


Market 


Market 

In Millions 

Share 

Position 

Frozen Seafood 

1968 

$ 960 

25% 

1 

Yogurt 

19^ 

1.150 

19 

2 

Fruit Snacks 

1982 

310 

50 

1 

Frozen Novelties 

1986 

1.620 

6 

3 

Mien wave P< )pcc irn 

1986 

400 

18 

2 

Single-Serving Fruit Drinks 

198^ 

400 

N.M.* 

r 

* Available in limited markets 



New Betty Crocker 
Brownie Sundae com¬ 
bines high-quality ice 
cream with chewy 
brownies for a pre¬ 
mium ice cream 
sandwich. Yoplait Soft 
Frozen Yogurt is now 
available in pint 
containers. 



MKR OWAYS 

M CRUNCHY 

4 Fish Fillets 



Yoplait 150. which 
combines the great 
Yoplait taste with just 
150 calories per serv¬ 
ing, is currently the 
yogurt market's most 
successful new 
product. 


The company's grow¬ 
ing line of micro- 
waveable products 
includes MicroRave 
cake mixes, complete 
with frosting and a 
disposable pan. and 
Pop Secret popcorn. 


NETW17QZ 
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Introduction of 
these popular Sud¬ 
denly Salad mixes 
created a new mar¬ 
ket category. The 
line was extended in 
1988 with the addi¬ 
tion of several 
new pasta salad 
varieties. 


microwave Crunchy 
fish sticks and fillets 
exemplify the product 
quality, value and con¬ 
venience that make 
Gorton's number one 
in the retail frozen 
seafood market. 



New Squeezit fruit 
drink, packaged in 
fun, squeezable plas¬ 
tic bottles, is a top 
seller in the western 
U.S. markets where it 
is currently available. 


Genera] Mills maintained its share leadership of the $310 mil¬ 
lion fruit snacks category in 1988 despite lower volumes for the 
established Fruit Roll-Ups and Fruit Bars lines. Two new fruit 
snacks. The Berry Bean and Shark Bites , are currently being 
introduced in reponse to increased consumer demand for 
shaped fruit products. 

General Mills has entered the market for single-serving fruit 
drinks, a $400 million category. Squeezit fruit drinks are pack¬ 
aged in squeezable plastic bottles unique to the market. The four- 
flavor line captured the leading position in test areas and is 
achieving similar results as it expands to West Coast markets. New 
production capacity available at year end is helping satisfy cur¬ 
rent demand and wall support future market expansion. 

Two of the company’s older snack products showed strong 
growth. Original Nature Valley' granola bars enjoyed renewed 
vitality; with volume up 14 percent. Bugles corn snacks, a 23-year- 
old brand, posted a 33 percent volume gain. Production capacity- 
wall be increased to continue expanding this business. 

Sales for the $1.6 billion frozen novelties market grew r 10 per¬ 
cent in 1988, as new product activity remained high. General 
Mills’ strategy in this market is to develop a leadership position 
by introducing innovative products that draw on its strong brand 
equities. In 1988, the company doubled its share to 6 percent, and 
now ranks third in this very fragmented market. Annual unit vol¬ 
ume grew' 46 percent on the strength of Yoplait Soft Frozen 
Yogurt single-serving packages and new^ pint containers, and Betty' 
Crocker Brownie Sundae , the leading new product of the 1988 
summer season. 

seafood and yogurt Gorton’s achieved record profits and 
extended its leadership position in the $960 million retail frozen 
seafood market during 1988, increasing its market share by 
tw r o share points. Established products, led by Microware Crunchy • 
and regular Crunchy' lines, achieved excellent volume growth. 

Gorton’s is committed to developing innovative new r products 
and further improving its established lines. In 1988, Gortons 
introduced Microwave Fillets , high-quality fish fillets complete 
with light sauces and microw r aveable serving platter. This summer, 
Gorton’s introduced a line of natural cut fillets and a larger size 
microwave fillet. 
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International food 
operations include 
several South Ameri¬ 
can flour milling 
concerns, cookie and 
snack manufacturers 
in France, Belgium 
and Holland . and a 
frozen food company 
in Spain. 


Yoplait set an all-time volume record and maintained its strong 
number two share position in the $1.1 billion yogurt market. 
Yoplait 150 , a line of nonfat fruit-on-the-bottom yogurt intro¬ 
duced last year, is the most successful new product in the market. 
Established Yoplait lines finished 1988 with strong momentum 
from aggressive promotional efforts. Distribution of Yoplait s 
snack-size pack, featuring four 4-ounce cups of Original Yoplait , 
will be expanded from West Coast markets early in fiscal 1989. 

INTERNATIONAL OPERATIONS AND OTHER BUSINESSES General Mills 
European food operations posted record results in 1988. 
Biscuiterie Nantaise increased its share of Frances sandwich 
cookie market, and is currently introducing a deluxe chocolate 
cookie. The company introduced improved versions of its lead¬ 
ing snack products, and added new varieties to its Jump granola 
bar line. 

In Holland, volume growth resulted in a strong profit gain for 
Smiths' snack operations. Crispy Chips showed good performance, 
extending Smiths' share leadership in the chip market. Smiths 
Belgium retained its dominant share in that country’s chips and 
snacks markets, successfully introducing a variety of new prod¬ 
ucts and flavors targeted to younger consumers. 

PYCASA continues to lead Spain's market for frozen precooked 
entrees. In 1988. the company enhanced its position in emerging, 
higher-growth segments of this market, adding new varieties to 
its pizza and Italian entree lines. 

In Canada, General Mills increased its cereal market share for 
the third consecutive year, led by Cheerios , Honey Nut Cheerios 
and Pro'Stars. Pop Secret now holds a 21 percent pound share in 
the Canadian microwave popcorn market, which grew at a 
7 3 percent annual rate. The current introduction of Tana Helper 
mixes and new microwave cakes will provide good volume 



momentum in the competitive mix market 

Latin American operations posted satisfactory results despite 
unfavorable currency exchange rates and the political turmoil in 
Panama. During the year, General Mills sold its interest in 
Industrias Gem-lna, a Nicaraguan milling operation. The com¬ 
pany's export operations achieved a 14 percent increase in 
package food unit volume. 

O-Cel-O. the nation's largest producer of cellulose sponges, 
marked its 35th year as a General Mills division with excellent 
gains in sales, earnings and unit volume. Consumer volumes ben¬ 
efited from distribution in club membership stores and 
aggressive promotional programs. Commercial business also 
showed good growth. 

In the third quarter of 1988, General Mills sold Pioneer Prod¬ 
ucts, a maker of cake decorations and parry accessories. 

CONVENIENCE AND INTERNATIONAL FOODS GROUP 
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RESTAURANTS 



S ales for General Mills’ restaurant operations grew 
14 percent in 1988 to a record $1.43 billion, and key- 
operations achieved excellent profit growth. Red Lob¬ 
ster, the world's largest dinnerhouse chain with 
operations in the United States. Canada and Japan, generated sales 
of more than $1.1 billion. The Olive Garden Italian dinnerhouse 
chain continued to enjoy strong growth and excellent consumer 
acceptance, as sales grew' from $75 million to $171 million. Oper¬ 
ating profits from these two businesses grew' 16 percent. 

Total restaurant operating profits declined 4 percent to 
$88.9 million, as Leeann Chins and York reported operating 
losses and incurred charges totaling $12.9 million to close poorly 
performing units. Leeann Chins w-as divested in the third quarter 
of 1988. York remodeled 43 of its 100 self-service restaurants to 
include updated decor and furnishings, as w r ell as an expanded 
menu and Bounty' Buffet hot and cold food bars. Initial results 
from the remodeled units have been disappointing. York’s future 
is in the final stages of reassessment. 


rkd lobster usa In 1988, Red Lobster USA again set records for 
sales and operating profits. Annual sales for the chain reached 
$1.06 billion. Average weekly unit sales grew' 7.4 percent, boost¬ 
ing annual sales per unit to a record $2.65 million. At the end of 
1988, there were 402 Red Lobster restaurants open in 35 states, an 
addition of 10 restaurants. 

Red Lobster continues to strengthen its dominant market posi¬ 
tion by expanding its customer base and increasing the fre¬ 
quency- of guests’ visits. The company focused 
aggressive marketing efforts on attracting 
business in off-peak dining hours. A new' 
program introduced at midy ear guarantee¬ 
ing lunch in 15 minutes increased lunch traffic an 
average of 20 percent nationwide. Strong promo¬ 
tional events, including Lobsterfest and Shrimp 
Festival , showcased Red Lobster’s w'ide variety of 
high-quality seafood at good values. These efforts con¬ 
tributed to a 3.5 percent increase in average guest counts per 
unit, the second consecutive annual guest count gain. 

Key to Red Lobster’s longstanding success is its constant atten¬ 
tion to changing consumer needs. In 1988, Red Lobster 
completed its latest remodeling and updating program. The com¬ 


pany added many new' food items and preparation styles to its 
menu. A continued emphasis on value-added service, under¬ 
scored in extensive employ-ee training, helped Red Lobster 
provide higher service levels to each customer. 

Red Lobster USA wall accelerate its unit expansion in 1989. The 
company acquired 2^ Seafood Broiler units, located in California, 
this May and w'ill have them all converted to Red Lobster restau¬ 
rants by October. These new' units w'ill enhance Red Lobster’s 
operating and advertising efficiencies in the California and Pacific 
Northw r est markets. Red Lobster w ill also pursue expansion 
opportunities in underdeveloped market areas, such as New' 

York, Philadelphia, Washington, D.C., Baltimore and Miami. 
Including the Seafood Broiler conversions. Red Lobster plans to 
add a net 42 new' restaurants in 1989. 


red lobster international Red Lobster is now the largest sea¬ 
food dinnerhouse chain in Canada, with 41 units in the Toronto, 
Montreal, Ottaw'a and London markets. Following a year of 
aggressive expansion, the company in 1988 focused its efforts on 
streamlining operations and refining its menu and marketing 
strategy. Momentum was slewed briefly w'hen publicity about 
toxic mussels found in one small area of Canada hurt seafood 
sales. Red Lobsters seafood supplies were unaffected and sales 
returned to normal levels by year end. Despite this interruption, 


T he great taste of 
Italy, served with 
Hospitaliano, keeps 
guests coming back 
to The Olive Garden. 
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average guests per week increased IS percent in 1988. Red Lob¬ 
ster Canada plans in 1989 to expand seating capacity in seven 
units and add 10 new, larger restaurants to the chain. 

Red Lobster Japan, a partnership with leading Japanese retailer 
JUSCO Co, Ltd., grew to 24 units in 1988. Limited television adver¬ 
tising continued to increase effectively consumer awareness and 
sales. In 1989, up to 15 new units are planned in the Tokyo mar¬ 
ket. Long-term trends in Japan, including reduced working hours 
and increasing numbers of working women, should benefit Red 
Lobster by creating more interest in eating out. 


GINKRAL MILLS RISTAURANTS UNIT GROWTH 
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thi olivk gardkn The Olive Garden. General Mills’ most impor¬ 
tant high-growth opportunity, achieved outstanding results in 
1988. Store-level performance continued to mirror Red Lobster's, 
with annual sales per Olive Garden unit now averaging more 
than $2.6 million. The Olive Garden opened 40 new restaurants 
during the year and now operates restaurants in 3 7 markets in 
14 states. New markets in 1988 included San Antonio, Memphis, 
Knoxville, Tulsa, Chicago, Kansas City and Reno. 

The Olive Garden continues to gain strong consumer accep¬ 
tance in each new market it enters. Among 16 leading 
restaurant chains whose attributes are tracked quarterly, con¬ 
sumers rank The Olive Garden first overall and give it high marks 
for food, value, service and atmosphere. That popularity reflects 
The Olive Garden’s wide variety of northern and southern Italian 
specialties, moderate prices, and unique Hospitaliano service. 

In 1989, The Olive Garden plans to add 50 new r restaurants, 
expanding its operations in established markets and entering new 
ones. The popularity of The Olive Garden and the increasing 
operational and advertising efficiencies created by unit expansion 
wall help sustain strong profit growth. 



Reef Lobster’s 15-min¬ 
ute lunch guarantee 
and new menu featur¬ 
ing a wide variety of 
moderately priced 
items have lunch busi 
ness booming. 


Red Lobster works 
continuously to 
improve and expand 
its menu, adding 
high quality items 
that feature new 
tastes and 
preparations. 


Ihe Seafood Broiler 
units acquired in May 
are being converted 
to Red Lobster restau¬ 
rants. accelerating 
planned expansion in 
California. 


San Francisco 


Los Angeles 4 
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Canada's seafood 
lovers have made Red 
Lobster the number 
one seafood dinner- 
house chain in that 
country. 
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CORPORATE RESPONSIBILITY 


O ur performance is determined by the abilities and 
commitment of each individual. To achieve our 
goals, we must have the best people in each of our 
industries, those who are always striving to exceed 
their past accomplishments. People of this caliber create an envi¬ 
ronment that is stimulating, fast-paced and results-oriented. 

The company's flat organizational structure fosters teamwork, 
as well as innovation and risk-taking. General Mills' people work 
to accelerate the momentum in each of our businesses by antici¬ 
pating and creating change. 

The employees of General Mills have a strong ownership inter¬ 
est in the company. Over 95 percent of those employees with 
four or more years of service own General Mills stock. 

The company is dedicated to the principles of equal employ¬ 
ment and affirmative action, and makes employment and 
advancement opportunities available to all persons solely on the 
basis of experience, aptitude and abilities. As of May 3h 198". 

51 percent of General Mills’ I 'nited States-based employees were 
women and 21 percent were members of minority groups. Dur¬ 
ing 1988, General Mills was named one of the nation's best 
companies for women in two separate surveys. The company's 
Disability Awareness Council, formed in 1981. has been a catalyst 
for enhancing the work environment for disabled employees. 

This year, a Dependent Care Awareness Council was formed to 
promote awareness of the interrelatedness of work and family 
issues, including the care of children and aging parents. 

citizenship General Mills' "4,000 employees worldwide are 
encouraged to play an active part in their communities. In Min¬ 
neapolis alone, more than 1.500 employees and retirees now 
participate in programs sponsored by the Community Action 
Team and Retirement PLI S volunteer organizations 

Altcare, the well-recognized joint venture involving General 
Mills and the Wilder Foundation of St. Paul. Minn . 
has been working to establish an affiliation that would result in 
national replication of Elder Homestead, its prototype alternative 
to the traditional nursing home. Altcare also made progress in 
other areas of service to chronically impaired elderly, including 
the development of a geriatric care network that will offer a spec¬ 
trum of acute (hospital) and long-term care services. In recogni- 



More than 60 Minneapolis employees acted as helpers and cheerleaders at the 
Courage Country Championships, a festival for disabled sports enthusiasts. 


tion of Altcare innovations. General Mills in 1988 received the 
prestigious Dively Award from Harvard's John E Kennedy Schcx>l 
of Government for corporate public initiative. 

General Mills' broad participation in the Second Harvest food- 
bank network continued in 1988 The company donated more 
than seven million pounds of food to the network; total contribu¬ 
tions since 1982 now exceed 20 million pounds. In addition. 
General Mills employees continue to provide Second I larvest 
with operations and quality control expertise. 

The General Mills Foundation made grants in 1988 totaling 
$6.9 million to support a wide range of educational institutions, 
civic and cultural organizations, and health and human service 
agencies. In addition. General Mills. Inc. and its subsidiaries made 
charitable contibutions of $3-1 million. 

A detailed report of General Mills' community involvement and 
foundation grants is included in the General Mills Corporate Citi¬ 
zenship Report. For a copy, write to: General Mills Public Affairs 
Department, P.O. Box 1113. Minneapolis, MN 5544(3. 
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MANAGEMENT DISCUSSION OF RESULTS OF OPERATIONS AND 
FINANCIAL CONDITION 

G eneral Mills seeks to maintain a balance between 
good growth and high returns, with an overall 
objective of providing its shareholders with supe¬ 
rior total return on their investment. The 
company’s financial goals reflect our commitment to performance 
high in the top quartile of major American corporations on such 
key measurements as return on equity and long-term growth in 
earnings per share, while maintaining a strong balance sheet. 
Dividends are expected to grow in line with long-term growth in 
earnings per share. .An additional objective is to sustain a mini¬ 
mum after-tax return on sales of 5 percent. The following 
discusses our operating and financial performance and status. 

results of operations Good volume growth in Consumer 
Foods, strong performance by key restaurant concepts, produc¬ 
tivity gains and lower pension costs combined in 1988 to produce 
earnings per share of $3.05, a 30 percent increase over the $2.35 
earned by continuing operations the prior year. Earnings after tax 
increased 2^ percent to $265.4 million. Sales rose 10 percent to 
$518 billion. At 52 weeks, 1988 was one week shorter than last 
years 53-week fiscal year. 

Results for continuing operations are reported in the Letter to 
Shareholders and Employees under the heading “Operating 
Highlights' on page 2; that section is incorporated here by refer¬ 
ence. A summary of segment operating results can be found in 
Note Fifteen to the Consolidated Financial Statements on page 31. 

In 1988, Consumer Foods achieved a 4 percent increase in 
domestic package food volume. Operating profits grew 11 percent 
to $411.3 million. Operating profits increased 30 percent in 198^ 
due to strong unit volume growth, productivity gains, and greater 
profits from domestic and European snack food operations. .An 
increase of 16 percent in 1986 operating profits resulted from 
increased sales volume and improved margins. 

RETURN ON SALES 
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Operating profits from Red Lobster and The Olive Garden 
increased 16 percent in 1988, following increases of 25 percent in 
198" and 2 percent in 1986. Leeann Chin’s and York had operating 
losses in 1988 as well as charges of $12.9 million related to the 
closing of poorly performing units. Leeann Chins was divested in 
the third quarter and the company is in the final stages of reas¬ 
sessing York's position Including Leeann Chin's and York, total 
restaurant operating profits decreased 4 percent in 1988 to 
$88.9 million. A total operating profits increase of 9 percent in 
198" was due primarily to gains in comparable store sales and 
customer traffic for Red Lobster USA, partially reduced by start-up 
costs related to newer concepts. Total operating profits grew 85 
percent in 1986, due to redeployment charges in 1985. 

In the fourth quarter of 1988. General Mills signed definitive 
agreements to sell its Talbots and Eddie Bauer specialty retailing 
operations. The closings of these transactions were completed by 
July 2,1988. In anticipation of these sales, but prior to receiving 
the proceeds. General Mills in fiscal 1988 temporarily increased 
its debt levels and reduced equity by purchasing common stock 
for treasury. .As a result, interest expense, return on equity, and 
debt as a percent of total capital were temporarily increased, and 
net cash outflow reduced cash and short-term investments. These 
effects are discussed further below. 

Interest expense in 1988 was $51.1 million, an increase of 
$".8 million over 198". This was due primarily to an increase in 
short-term interest expense resulting from higher debt levels. 
Interest income was $13 4 million. $.2 million less than 198". The 
198" interest expense of $43.3 million was $9.5 million less than 
in 1986. This was due primarily to a reduction in tax benefit lease 
interest resulting from the impact of the Tax Reform Act of 1986 
(the Act). Interest income in 198" of $13.6 million was $".6 mil¬ 
lion less than 1986 due to lower levels of investments and 
reduced rates. Interest expense in 1986 was $1.0 million higher 
than in 1985. The 1986 interest income of $21.2 million was 
$".6 million higher than 1985 due to increased short-term invest¬ 
ments and higher income from long-term U.S. Treasury 
investments. 

The effective income tax rate was 40.1 percent. 48." percent 
and 43.6 percent in fiscal 1988, 198" and 1986, respectively The 
lower rate for 1988 was due to the reduced corporate income tax 
rate under the Act. The increased rate for 198" was due primarily 
to lower investment tax credits under the Act. 


The Financial Accounting Standards Board issued Statement of 
Financial Accounting Standards No. 96. Accounting for Income 
Taxes," in December 198" This statement requires the use of the 
liability method of accounting for deferred income taxes. Given 
the current corporate income tax rate, the net deferred income 
tax balance would be reduced upon adoption. The company is 
required to adopt the standard no later than fiscal 1990 with ear¬ 
lier implementation permitted. The company has not determined 
the year it w ill adopt the statement or the effects of such 
adoption. 

Increased earnings, as well as lower average equity in 1988 due 
to purchases of common stock, resulted in a return on average 
equitv of 41.1 percent in 1988, compared to 31 4 percent in 198'. 
Had the purchases of common stock not taken place in fiscal 
1988. ROE would have been about 35 percent. These returns 
meet the company’s goal of ranking well within the top quartile 
of major American corporations. 

It is the view of company management that inflation has not 
had a significant impact on net sales or earnings from continuing 
operations over the three most recent fiscal years. Management 
attempts to minimize the effects of inflation through appropriate 
planning and operating philosophy and practices. 

After tlie end of fiscal 1988. commodity prices increased signifi¬ 
cantly as a result of the drought that occurred in much of the U.S. 
commodity-producing areas. We do not expect any significant 
shortages or material impact on our margins. 

financial condition General Mills' balance sheet and overall 
financial condition remain strong. The company is committed to 
managing its businesses and leverage so as to maintain at least an 
A" bond rating and allow access to both short- and long-term 
financing at reasonable costs. Currently. General Mills' publicly 
issued long-term debt carries ’A2" (Moody’s Investors Services, 
Inc.) and “AT” (Standard & Poor's Corporation) ratings. Our 
commercial paper carries the top ratings of ‘PT’ (Moody’s) and 
‘A-l + ” (Standard & Poor's). 

The accompanying table reflects the composition of capital for 
1988 and 198'. The debt-to-capital percentages are based on man¬ 
agement’s definition of capital structure and borrowing capacity. 
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Total debt includes year-end balances of notes payable, long-term 
debt (including the current portion) and deferred income 
taxes—tax leases. Debt adjustments include the debt equivalent 
related to our reported operating leases, and reductions for 
domestic short-term investments and long-term liquid invest¬ 
ments, both considered debt offsets. 

Adjusted debt as of May 29, 1988 was 61.9 percent of total capi¬ 
tal, up significantly from 49 3 percent in 198 7 . Excluding the 
short-term borrowings that support our common stock purchases 
($246.6 million), the debt-to-capital ratio would have been 47.5 
percent. A portion of the proceeds from the sales of the Specially 
Retailing operations was used to pay off our domestic short-term 
borrowings, reducing our notes payable to $28 million, and to 
increase our short-term investments to $60 million as of 
July 3, 1988. 


DEBT TO TOTAL CAPITAL RATIO 



May 29, 

May 31. 

In Millions 

1988 

1987 

Notes payable 

S 370.1 

$ 2.2 

Current portion of long-term debt 

1.5 

94.4 

Long-term debt 

361.5 

285.5 

Deferred income taxes—tax leases 

230.6 

216.9 

Total debt 

9637 

599.0 

Debt adjustments: 



Leases —debt equivalent 

210.0 

2694 

Domestic short-term investments 

(0.2) 

(109 7) 

Long-term liquid investments 

(118.3) 

(47.4) 

Adjusted debt 

1,055.2 

711.3 

Stockholders’ equip 

648.5 

730.4 

Total capital 

S 1,703.7 

51,441.7 

Debt as a percent of total capital 

61.9% 

49.3% 


Using the definition of capital presented above, the company’s 
corresponding after-tax return on average total capital was 18.8 
percent and 18.0 percent in 1988 and 1987, respectively. 

The amount of deferred income taxes—tax leases reached its 
highest level in fiscal 1988. This amount will decrease gradually 
through fiscal 2026, including approximately $30 million in the 
next five years. 

Commercial paper has historically been our primary’ source of 
short-term financing. Bank credit lines are maintained to ensure 
availability of short-term funds on an as-needed basis. Subsequent 
to year end. we entered into a revolving credit agreement provid¬ 
ing for a $130.0 million fee-paid credit line for three years 
(extendable to five years at our option). 


During fiscal 1988, we filed an additional shelf registration 
statement with the Securities and Exchange Commission. Our 
shelf registrations now permit the issuance of up to $229 6 mil¬ 
lion net proceeds in unsecured debt. 

Sources and uses of cash in the past three fiscal years are 
shown in the table below. 

CASH SOURCES (USES) 


In Millions 

1988 

198*7 

1986 

From operations 

S 345.9 

$ 4 14.2 

S 351.3 

Fixed assets and other investments-net 

(448.3) 

(312.2) 

(23" 2) 

From dispositions of businesses 

231 

94.^ 

385.2 

Dividends paid 

(139.3) 

(110.8) 

(100,9) 

Increase (decrease) in outstanding 




debt-net 

346.1 

(129.1) 

(421.4) 

(Increase) decrease in long-term 




security investments 

(68.3) 

38.5 

11.2 

From tax lease investments-net 

2.1 

54.4 

113.3 

Common stock purchases 

(2^6.6) 

(80. T ) 

— 

Common stock issued 

20.2 

20.4 

22.0 

Increase (decrease) in cash 

and short-term investments 

S( 165.1) 

5(10.6) 

5 123.5 


Operations generated $68.3 million less cash in 1988 than the 
previous year, as a $142.1 million increase in working capital used 
by operations was partially offset by a $42.4 million increase in 
cash provided by earnings from operations and a $31.4 million 
increase in cash provided by discontinued operations. 

Net cash used for fixed assets and other investments increased 
$136.1 million over 198 7 , including the purchase of Seafood 
Broiler restaurants for conversion to Red Lobster restaurants. 

Total outstanding debt (excluding deferred income taxes—tax 
leases) increased in 1988 after decreasing in each of the previous 
two years. The increase primarily reflected financing our pur¬ 
chases of common stock for treasury. Most of the cash provided 
from dispositions came from discontinued operations in 198* 7 
and 1986, including the spin-offs of the toy and fashion busi¬ 
nesses, as well as approximately $100 million from 
redeployments in 1986. 

Fiscal 1989 capital expenditures are estimated to be approx¬ 
imate!} $420 million. It is anticipated that these expenditures will 
be financed primarily from internally generated cash. 
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RKPORT OF MANAGEMENT RESPONSIBILITIES 

The management of General Mills, Inc. includes corporate execu¬ 
tives. operating managers, controllers and other personnel 
working full time on company business. These managers are 
responsible for the fairness and accuracy of our financial state¬ 
ments. The Audit Committee of the Board of Directors meets 
periodically to satisfy itself that management, internal auditors 
and independent auditors are properly discharging their duties 
regarding internal control and financial reporting 

The statements have been prepared in accordance with gener¬ 
ally accepted accounting principles, using management's best 
estimates and judgments where appropriate. The financial infor¬ 
mation throughout this report is consistent with our financial 
statements. 

Management has established a system of internal controls 
which we believe provides reasonable assurance that, in all mate¬ 
rial respects, assets are maintained and accounted for in 
accordance with management’s authorization, and transactions 
are recorded accurately on our books. Our internal controls pro¬ 
vide for appropriate separation of duties and responsibilities, and 
there are documented policies regarding utilization of company 
assets and proper financial reporting. These formally stated and 
regularly communicated policies demand high ethical conduct 
from all employees. 


We maintain a strong internal audit program that independ¬ 
ently evaluates the adequacy and effectiveness of internal 
controls. The independent auditors, internal auditors and the 
Controller have full and free access to the Audit Committee Lit any 
time. 

Peat Marwick Main & Co., independent certified public 
accountants, are retained to examine the consolidated financial 
statements. Their opinion follows. 

H. B. Atwater, Jr. 

Chairman of the Board and Chief Executive Officer 

E C. Blodgett 

Vice Chairman of the Board, 

Chief Financial and Administrative Officer 

'Trt tJ M ojji, 

M. H. Willes 
President 
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REPORT OP THE AUDIT COMMITTEE 

The Audit Committee of the Board of Directors is composed of 
six outside directors. Its primary function is to oversee die Com¬ 
pany’s system of internal controls, financial reporting practices 
and audits to ensure their quality, integrity and objectivity are suf¬ 
ficient to protect stockholder resources. 

The Audit Committee met twice during fiscal 1988 to review 
the overall audit scope, plans and results of the internal auditor 
and independent auditor, the Company’s internal controls, emerg¬ 
ing accounting issues, officer and director expenses, audit fees, 
goodwill and odier intangible values, and pension plans. Audit 
Committee meeting results were reported to die full Board of 
Directors. The Committee also met, without management pres¬ 
ent, with the independent auditor to discuss the results of their 
examination. Acting with the other Board members, the Com¬ 


pany’s annual financial statements were also reviewed and 
approved before issuance. The Audit Committee recommended 
to the Board of Directors that Peat Marwick Main & Co. be reap¬ 
pointed for fiscal 1989, subject to the approval of the stockholders 
at the annual meeting. 

The Audit Committee is satisfied with die adequacy of the inter¬ 
nal control system and that the stockholders of General Mills are 
protected by appropriate accounting and auditing procedures. 

W E Pounds 

Chairman, Audit Committee 


INDEPENDENT AUDITORS' REPORT 

The Stockholders and the Board of Directors of 
General Mills, Inc.: 

We have audited the accompanying consolidated balance sheets 
of General Mills, Inc. and subsidiaries as of May 29,1988 and May 
31,1987, and the related consolidated statements of earnings, 
retained earnings and changes in financial position for each of 
the fiscal years in the three-year period ended May 29,1988. 
These consolidated financial statements are the responsibility of 
the Company’s management. Our responsibility is to express an 
opinion on these consolidated financial statements based on our 
audits. 

We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require that w r e 
plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstate¬ 
ment. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial state¬ 
ments. An audit also includes assessing the accounting principles 


used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. We believe 
that our audits provide a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred 
to above present fairly in all material respects, the financial posi¬ 
tion of General Mills, Inc. and subsidiaries at May 29,1988 and 
May 31,1987, and the results of their operations and their changes 
in financial position for each of the fiscal years in the three-vear 
period ended May 29, 1988 in conformity with generally accepted 
accounting principles. 

As described in note 11 to the consolidated financial statements, 
the Company changed its method of accounting for pension costs 
in fiscal 1988. 

Minneapolis, Minnesota 
June 30,1988 
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GENERAL MILLS, INC AND SUBSIDIARIES 


CONSOLIDATED STATEMENTS OF EARNINGS 

Amounts in Millions, Except Per Share Data 

May 29, 1988 

Fiscal Year Ended 

May 31, 1987 

May 25, 1986 

Continuing Operations: 

Sales 

$5,178.8 

$4,699.0 

$4,112.3 

Costs and Expenses: 

Cost of sales, exclusive of items below 

2,847.8 

2,576.7 

2,289.1 

Selling, general and administrative expenses 

1,710.5 

1,564.0 

1,376.9 

Depreciation and amortization expenses 

140.0 

122.8 

104.5 

Interest expense, net 

37.7 

29.7 

31.6 

Total Costs and Expenses 

4.736.0 

4,293.2 

3,802.1 

Earnings from Continuing Operations before Taxes 

442.8 

405.8 

310.2 

Income Taxes 

177.4 

197.5 

135.1 

Earnings from Continuing Operations 

265.4 

208.3 

175.1 

Earnings per Share - Continuing Operations 

$ 3.05 

$ 2.35 

$ 1.96 

Discontinued Operations after Taxes 

17.7 

13.7 

8.4 

Net Earnings 

$ 283 1 

$ 222.0 

$ 183.5 

Net Earnings per Share 

S 3.25 

$ 2.50 

$ 2.06 

Average Number of Common Shares 

87.0 

88.7 

89.2 


CONSOLIDATED STATEMENTS OF RETAINED EARNINGS 


Fiscal Year Ended 


Amounts in Millions, Except Per Share Data 

May 29, 1988 

May 31, 1987 

May 25, 1986 

Retained Earnings at Beginning of Year 

S 924.1 

$ 812.9 

$1,201.7 

Net Earnings 

Deduct dividends of $1.60 per share in 1988, $1.25 per share 

283.1 

222.0 

183.5 

in 1987 and $1.13 per share in 1986 

Distribution of equity to stockholders from spin-offs of 

039.3) 

(110.8) 

(100.9) 

Toy and Fashion operations 

— 

— 

(471.4) 

Retained Earnings at End of Year 

SI,067.9 

$ 924.1 

$ 812.9 


See accompanying notes to consolidated financial statements. 
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GENERAL MILLS, INC AND SUBSIDIARIES 


CONSOLIDATED BALANCE SHEETS 



In Millions 

May 29, 1988 

May 31, 1987 

ASSETS 



Current Assets: 



Cash 

S 11.4 

$ 48.7 

Short-term investments 

3.2 

1310 

Receivables, less allowance for doubtful accounts of $6.1 in 1988 and $5 9 in 1987 

230.0 

236.7 

Inventories 

423 5 

388.6 

Prepaid expenses and other current assets 

60.8 

60.9 

Deferred income taxes 

80.6 

75.0 

Net assets of discontinued operations 

176.4 

— 

Total Current Assets 

985.9 

940.9 

Land, Buildings and Equipment, at cost: 



Land 

129.2 

115.8 

Buildings 

691.3 

652.4 

Equipment 

1,124.0 

1.028.2 

Construction in progress 

194.5 

142.7 

Total Land, Buildings and Equipment 

2,139.0 

1,939.1 

Less accumulated depreciation 

(762.6) 

(689.6) 

Net Land, Buildings and Equipment 

1,376.4 

1,249.5 

Other Assets: 



Intangible assets, principally goodwill 

72.9 

56.4 

Investments and miscellaneous assets 

236.7 

108.6 

Total Other Assets 

309.6 

165.0 

Total Assets 

S 2,671.9 

$2,355.4 




Current Liabilities: 



Accounts payable 

S 460.8 

$ 434.0 

Current portion of long-term debt 

1.5 

94.4 

Notes payable 

370.1 

2.2 

Accrued taxes 

75.3 

116.4 

Accrued payroll 

110.1 

105.1 

Other current liabilities 

1736 

170.9 

Total Current Liabilities 

1,191.4 

923.0 

Long-Term Debt 

361.5 

285.5 

Deferred Income Taxes 

176.5 

140.7 

Deferred Income Taxes — Tax Leases 

230.6 

216.9 

Other Liabilities and Deferred Credits 

63.4 

58.9 

Total Liabilities 

2,023.4 

1,625.0 

Stockholders’ Equity: 



Common stock 

2233 

220.9 

Retained earnings 

1,067.9 

924.1 

Less common stock in treasury, at cost 

(608.2) 

(379.4) 

Cumulative foreign currency adjustment 

(34.5) 

(35.2) 

Total Stockholders' Equity 

648.5 

730.4 

Total Liabilities and Stockholders’ Equity 

$2,671.9 

$2,355.4 


See accompanying notes to consolidated financial statements. 
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GENERAL MILLS, INC. .AND SUBSIDIARIES 


CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 


Fiscal 'tear Ended 


In Millions 

May 29, 1988 

May 31, 198" 7 

May 25, 1986 

Funds Provided (Used) by Operations: 




Earnings from continuing operations 

S 265.4 

5 208.3 

$ 175.1 

Depreciation and amortization 

140.0 

122.8 

104.5 

Deferred income taxes 

28.1 

9.4 

22.8 

Other, net 

(27.8) 

22.8 

7.3 

Funds provided by continuing operations 

405.7 

3633 

309.7 

(Increase) decrease in working capital used by continuing operations 

(75.8) 

66.3 

119.7 

Cash provided by continuing operations 

329.9 

429.6 

429.4 

Cash provided (used) by discontinued operations 

16.0 

(15.4) 

(78.1) 

Cash Provided by Operations 

345.9 

414.2 

351.3 

Funds Provided (Used) by Investments: 




Purchase of land, buildings and equipment 

(410.7) 

(329.1) 

(244.9) 

Investments in businesses, intangibles and affiliates 

(36.2) 

(10.5) 

— 

Proceeds from disposal of land, buildings and equipment 

130 

17.7 

19.0 

Proceeds from dispositions 

231 

94. 7 

385.2 

Other, net 

(14.4) 

9 7 

(11.3) 

Cash Provided (Used) by Investments 

(425.2) 

(217.5) 

148.0 

Funds Used for Dividends 

(139.3) 

(110.8) 

(100.9) 

Funds Provided (Used) by Financing: 




Increase (decrease) in notes payable 

367.2 

(3.5) 

(376.0) 

Issuance of long-term debt 

87.1 

50.9 

99.1 

Reduction of long-term debt 

(108.2) 

(176.5) 

(144.5) 

(Increase) decrease in long-term security investments 

(68.3) 

38.5 

11.2 

Cash flows from tax leases 

2.1 

54.4 

113.3 

Purchase of common stock for treasury 

(246.6) 

(807) 

- 

Common stock issued 

20.2 

20.4 

22.0 

Cash Provided (Used) by Financing 

535 

(96.5) 

(274.9) 

Increase (Decrease) in Cash and Short-Term Investments 

5(165.1) 

$ (10.6) 

$ 123.5 

(Increase) Decrease in Working Capital Used by Continuing Operations: 




Receivables 

S (14.4) 

$ (14.5) 

o 

X 

Inventories 

(101.2) 

(52.2) 

28.6 

Prepaid expenses and other current assets 

(10.1) 

(3-4) 

20.2 

Accrued taxes 

(21.5) 

96.5 

31 

Accounts payable and other current liabilities 

71.4 

39.9 

(12.9) 

(Increase) Decrease in Working Capital Used by Continuing Operations 

S (75.8) 

$ 66.3 

$ 119.7 


See accompanying notes to consolidated financial statements 

















































GENERAL MILLS, INC. AND SUBSIDIARIES 


NOTIS TO CONSOLIDATED FINANCIAL STATEMENTS 

NOTE ONE: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

A Principles of Consolidation 

The consolidated financial statements include the following 
domestic and foreign operations: parent company and 100% 
owned subsidiaries other than General Mills Finance, Inc.; and 
General Mills’ investment in and share of net earnings or losses 
of 20-50% owned companies. General Mills Finance. Inc. is 
accounted for by the equity method because of the different 
nature of its operations. 

Our fiscal year ends on the last Sunday of May. Fiscal years 1988 
and 1986 each consisted of 52 weeks and fiscal year 1987 consis¬ 
ted of 53 weeks. The fiscal years of foreign operations (other than 
Canada) generally end in April. 

Certain 198 7 and 1986 amounts have been reclassified to con¬ 
form to the 1988 presentation. 

B. Land, Buildings. Equipment and Depreciation 

Buildings and equipment are depreciated over estimated useful 
lives ranging from 3-50 years, primarily using the straight-line 
method. Accelerated depreciation methods are generally used for 
income tax purposes. 

When an item is sold or retired, the accounts are relieved of 
cost and the related accumulated depreciation; the resulting gains 
and losses, if any, are recognized. 

C. Inventories 

Inventories are valued at the lower of cost or market. Certain 
domestic inventories are valued using the LIFO method, while 
other inventories are generally valued using the FIFO method. 

D. Amortization of Intangibles 

Goodwill represents the difference between purchase prices of 
acquired companies and the related fair values of net assets 
acquired and accounted for by the purchase method of account¬ 
ing. Any goodwill acquired after October 19 7 0 is amortized on a 
straight-line basis over 40 years or less. 

The costs of patents, copy rights and other intangible assets are 
amortized evenly over their estimated useful lives. Most of these 
costs were incurred through purchases of businesses. 

The Audit Committee of the Board of Directors annually 
reviews goodwill and other intangibles. At its meeting on 


April 25,1988, the Board of Directors affirmed that the 
remaining amounts of these assets have continuing value. 

E. Research and Development 

All expenditures for research and development are charged 
against earnings in the year incurred. The charges for fiscal 1988, 
198 7 and 1986 were $40. 7 million, $38.0 million and $41.4 mil¬ 
lion. respectively. 

E Income Taxes 

Income taxes include deferred income taxes that result from tim¬ 
ing differences between earnings for financial reporting and tax 
purposes. Investment tax credits are reflected as reductions of 
income taxes in die y ear eligible assets are placed in service. 

G. Earnings Per Share 

Earnings per share has been determined by dividing net earnings 
by’ the weighted average number of common shares outstanding 
during the year. Common share equivalents were not material. 

H. Foreign Currency Translation 

For most foreign operations, local currencies are considered the 
functional currency: Assets and liabilities are translated using the 
exchange rates in effect at the balance sheet date. Results of oper¬ 
ations are translated using die average exchange rates prevailing 
throughout the period. Translation effects are accumulated as 
part of the foreign currency adjustment in stockholders’ equity. 

Gains and losses from foreign currency’ transactions are gener¬ 
ally’ included in net earnings for the period. 

NOTE TWO: DISCONTINUED OPERATIONS 

In the fourth quarter of fiscal 1988, the Board of Directors author¬ 
ized disposition of the Specialty Retailing segment of our 
business. The sales of Talbots and Eddie Bauer were closed sub¬ 
sequent to year end and will result in a net gain in the first 
quarter of fiscal 1989. 

Operating income for the Specialty Retailing segment for fiscal 
1988, net of income tax expense of $11.8 million, was $P7 mil¬ 
lion ($.20 per share). This includes $6.4 million of interest 
expense allocated to the segment based on their capital using an 
appropriate debt-to-capital ratio. 
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The net assets of the discontinued operations included on the 
Consolidated Balance Sheet as of May 29.1988, amounted to 
$1 7 6.4 million and consisted primarily of receivables, inventories, 
fixed assets, certain intangibles and miscellaneous liabilities The 
prior year’s Consolidated Balance Sheet has not been restated. 

In fiscal 198", we sold The Furniture Group America. Inc., con¬ 
sisting of our Pennsylvania House and Kittinger furniture 
operations The discontinuation of this line of business, including 
the gain on the transaction and operating losses, resulted in a net 
after-tax gain of 512.3 million (5.14 per share). 

Also during fiscal 198". we recorded additional after-tax 
charges related to our previously discontinued businesses of 
512.3 million ( S.U per share). These adjustments were primarily 
due to additional estimated tax costs, as well as the estimated 
effects of the Tax Reform Act of 1986 and other minor adjustments 
to established reserves. No adjustments to these reserves were 
recorded in fiscal 1986. 

Sales for the discontinued operations were 5598.9 million. 
$509.2 million and $4"4.3 million for fiscal 1988. 198" and 1986. 
respectively. 

The Consolidated Statements of Earnings have been restated to 
show continuing operations for the periods presented with dis¬ 
continued operations shown separately The Notes to 
Consolidated Financial Statements relate to continuing operations 
only. 

NOT! THRU: UNUSUAL ITEMS 

During fiscal 1988, we disposed of our Pioneer Products and 
Leeann Chin’s operations and recorded a charge for closing of 
poorly performing York’s units, resulting in a decrease in net 
earnings of 53 l million (5.04 per share). In fiscal 198". unusual 
items included insurance settlements, a land condemnation and 
the sale of a grain terminal elevator, which resulted in an increase 
in net earnings of 58.0 million ($.10 per share). 

NOTE FOUR: FOREION CURRENCY TRANSLATION 

The following is an analysis of the changes in the cumulative for¬ 
eign currency adjustment equity account: 

Fiscal Near 


In Millions 

1988 

198" 

Balance, beginning of war 

535.2 

$32 2 

Adjustments during the year, including applicable 
income taxes of $5.8 in 1988 and $5 1 in 198" 

(O. 7 ) 

3-0 

Balance, end of year 

$34.5 

$352 


NOTE FIVE: INVENTORIES 

The components of year-end inventories are as follows 


In Millions 

May 29, 

1988 

May 31. 
1987 

Raw materials, work in process and supplies 

$206.2 

$156.4 

Finished g<x>ds 

209 1 

259 0 

Grain 

61.2 

24.^ 

Reserve for LIFO valuation method 

(530) 

(51 S) 

T( >tul inventories 

$4235 

$388.6 


At May 29. 1988, and May 31. 198". respectively. 5185.2 million 
and 5151.5 million were valued at UFO. If the FIFO method of 
inventory accounting had been used in place of UFO, reported 
earnings per share would have been higher by 5.01 in fiscal 1988, 
5.03 in fiscal 198“\ and lower by 5.01 in fiscal 1986. 

NOTE SIX: SHORT-TERM BORROWINGS 

The components of year-end notes payable are as follows. 

May 29, May 31. 

In Millions 1988 198^ 


US. commercial paper 

$285.1 

5 - 

Banks 

K5.0 

2.2 

T< >tal notes paxuble 

$370.1 

$ 22 


To ensure availability of funds, we maintain domestic bank 
credit lines sufficient to cover our outstanding commercial paper 
As of May 29. 1988, we had $160.0 million fee-paid lines and 
$150.0 million uncommitted, no-fee lines available. Foreign sub¬ 
sidiaries had 518.3 million of unused credit lines. 

Subsequent to year end, our fee-paid bank credit lines expired 
and we entered into a revolving credit agreement. This agree¬ 
ment provides for a 5150.0 million fee-paid credit line for three 
years, extendable to five years at our option. 
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GENERAL MILLS. INC AND SUBSIDIARIES 


NOT! SKVKN: LONG-TUM DIET 


In Millions 

May 29. 
1988 

May 31, 
1987 

Zero coupon notes, yield 11.14%, $566.6 



due August 15.2013 

S 37.6 

$ 34.6 

9%% sinking fund debentures due March 1. 2009 

1133 

1133 

Zero coupon notes, yield 11 73%, $92 7 



due August 15, 2004 

14.7 

138 

12% notes due December 19. 1991 

69.3 

71.6 

Zero coupon notes, yield 14%%. $49 2 



due June 30, 1991 

319 

27.7 

14% Australian dollar notes due July 27, 1990 

70.2 

— 

Zero coupon notes, yield 13 3%, $100 0 



due January 4, 1988 

- 

92.7 

Other, no individual item greater than $3 2 

26.0 

26.2 

Less amounts due within one year 

363.0 

(15) 

379.9 

(94.4) 

Total long-term debt 

S361.5 

$285 5 


In fiscal 1988, we issued from our shelf registration statements 
100 million Australian dollar notes (approximately $' 7 0 million), 
due July 2' 7 ,1990, at 14%. In a related transaction we entered into 
an agreement to convert the Australian dollar principal and inter¬ 
est obligations into U.S. dollars. This agreement also converts the 
fixed interest rate to a variable interest rate (6.7% at May 29, 

1988). 

In fiscal 1988, we filed an additional shelf registration statement 
with the Securities and Exchange Commission. Our shelf registra¬ 
tions now permit the issuance of up to $229.6 million net 
proceeds in unsecured debt securities to reduce short-term debt 
and for other general corporate purposes. 

In fiscal 198“’, we purchased $53 3 million face amount of the 
zero coupon notes, 14 Vh% yield, which decreased net earnings 
by $4.4 million ($.05 per share). 

In fiscal 198“\ certain debt warrants that expire on December 
19, 1989. were exercised, resulting in the issuance of $25.2 mil¬ 
lion principal amount of the 12% Series B notes. We called $33.8 
million of the 12% Series A notes. We also purchased $29.9 mil¬ 
lion principal amount of 12% Series B notes which decreased net 
earnings by $2.5 million ($.03 per share). 

In fiscal 198" 7 and 1986. we purchased $343 9 million and $“ , 5.9 
million face amount of the zero coupon notes, 11.14% yield, and 
$ 7 9.5 million and $ 7 3.4 million face amount of the zero coupon 
notes, 11.73% yield, respectively. These transactions decreased fis¬ 
cal 198"' and 1986 net earnings by $9.9 million ($.11 per share) 
and $2.9 million ($.03 per share), respectively. In related transac¬ 
tions, we sold U.S. Treasury securities (which we purchased with 


the original debt proceeds) and increased fiscal 198“’ and 1986 
net earnings by $13.7 million ($.15 per share) and $5.0 million 
($.06 per share), respectively. 

We have an agreement that converts the fixed interest rate on 
our 12% notes to a variable rate (7.2% at May 29,1988 ). 

The sinking fund and principal payments due on long-term 
debt are (in millions) $1.5. $1.1, $71.3, $108.2 ($125.5 face amount) 
and $8.0 in fiscal years ending 1989,1990, 1991.1992. and 1993, 
respectively. 

Certain debt issues have been removed from our Consolidated 
Balance Sheets through the creation of irrevocable trusts. The 
principal and interest of the funds deposited with the trustee w ill 
be sufficient to fund the scheduled principal and interest pay¬ 
ments of these debt issues. At May 29, 1988. there was $98.1 
million of this debt outstanding. 

NOTI KIGHT: CHANGKS IN CAPITAL STOCK 

$ “*5 Par Value Common Stock 
(250 0 Million Shares Authorized) 


Issued In Treasury 


Dollars in Millions 

Shares 

Amount 

Shares 

Arm mnt 

Balance at May 26, 1985 
Stock option, profit 
sharing and 
employee stock 

102,0^6,666 

$2137 

13.195.018 

1333.9 

ownership plans 

— 

2.2 

("'86,038) 

(198) 

Balance at May 25. 1986 
Stock option, profit 
sharing and 
employee stock 

102,076,666 

215.9 

12.408,980 

314.1 

ownership plans 
Shares repurchased 

— 

50 

(587154) 

(15.4) 

on open market 

- 

- 

2,022,600 

80.7 

Balance at May 31. 1987 
Suxrk option, profit 
sharing and 
employee stock 

102.0^6.666 

2209 

13.844.426 

37? 4 

ownership plans 
Shares repurchased 

— 

2.4 

(626768) 

(178) 

on open market 

— 

- 

5,204,200 

246.6 

Balance at May 29, 1988 

102,076,666 

S223.3 

18.421,858 

S608.2 


















GENERAL MILLS. INC. AND SUBSIDIARIES 


Cumulative preference stock of 5.0 million shares, without par 
value, is authorized but unissued. 

During fiscal 1986, the Board of Directors declared a distribu¬ 
tion of one right for each outstanding share of common stock .Vs 
a result of the stock split in November 1986. one-half right is now 
associated with each such share. Each right entitles the holder to 
purchase one one-hundredth of a share of cumulative preference 
stock (or, in certain circumstances, common stock or other secu¬ 
rities). exercisable upon the occurrence of certain events. The 
rights are not exercisable or transferable apart from the common 
stock until a person or group has acquired 20 percent or more, 
or makes a tender offer for 30 percent or more, of the common 
stock. If tlie Company is acquired in a merger or other business 
combination transaction, each right will entitle the holder (other 
than the acquiring company) to receive, upon exercise, common 
stock of either the Company or the acquiring company having a 
value equal to two times the exercise price of the right The 
rights are redeemable by the Board in certain circumstances and 
expire on March “\ 1996. At May 29. 1988, there were 41.8 million 
rights issued and outstanding 

The Board of Directors has authorized the repurchase, from 
time to time, of common suxk for our treasury, provided that the 
number of shares in the treasury shall not exceed 25.0 million. 

NOTI MINI: STOCK OPTIONS 

The following table contains information on stock options: 


Average Option 
Shares Price Per Share 


Granted 

1988 

1987 

1986 

778.872 

869.400 

447900 

551.76 

44.11 

29 73 

Exercised 

1988 

715,392 

519 47 

1987 

526,420 

19.48 

1986 

707598 

X 

O 

Expired 

1988 

155.234 

$27.40 

1987 

59.929 

26.42 

1986 

145.888 

2173 

Outstanding at year-end: 

1988 

3,618.953 

532.77 

1987 

3,71070'’ 

25 99 

1986 

3,42"’.656 

20 40 

Exercisable at year-end: 

1988 

2,340,327 

524 84 

1987 

2,283.259 

19.33 

1986 

2.331756 

1829 


Options for a total of 1,557220 shares are available for grant to 
officers and key employees under our 1984 stock option plan, 
under which grants may be made until September 30, 1988. The 
options may be granted subject to approval of the Compensation 
Committee of the Board of Directors at a price not less than 100% 
of the fair market value on the date the option is granted. 

Options now outstanding include some granted under the 19 7 5 
and 1980 option plans, under which no further options may be 
granted. All options expire within 10 years plus one month after 
the date of grant The plans provide for full vesting of benefits, 
except in limited circumstances, in the event there is a change of 
control. 

Tlie 1980 and 1984 plans permit the granting of performance 
units corresponding to stock options granted. The value of per¬ 
formance units will be determined by return on equity and 
growth in earnings per share measured against preset goals over 
three-year performance periods. For seven y ears after a perfor¬ 
mance peritxl, holders may elect to receive the value of 
performance units (with interest) as an alternative to exercising 
corresponding stock options. On May 29, 1988, there were 
1.923,068 outstanding options w ith corresponding performance 
units or performance unit accounts. 

The 1984 plan provides for granting of incentive stock options 
as well as non-qualified options. No incentive stock options have 
yet been granted. 

NOTI TIN: I NT IR 1ST IXPINSE 

The components of net interest expense are its follows: 

Fiscal Year 


In Millions 

1988 

198"’ 

1986 

Interest expense 

5562 

546.3 

$56.9 

Capitalized interest 

(5 1) 

(3.0) 

(4.1) 

Interest income 

(134) 

(136) 

(21.2) 

Interest expense, net 

537.7 

529 - 

531.6 


The Tax Reform Act of 1986 reduced the income tax rate from 
46% to 34% effective July 1,198”'. This change in the rate affected 
the assumptions made in accounting for our tax benefit leases 
and resulted in an after-tax decrease in net interest expense of 
$7 7 million ( $.09 per share) in fiscal 1987 
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NOTI ILKVKN: IMPLOYIES' RETIREMENT PLANS 

We have defined benefit plans covering most employees. Benefits 
for salaried employees are based on length of service and final 
average compensation. The hourly plans include various monthly 
amounts for each year of credited service. Our funding policy is 
consistent with the funding requirements of federal law and regu¬ 
lations. Our principal plan covering salaried employees has a 
provision that any excess pension assets would be vested in plan 
participants if the plan is terminated w ithin five years of a change 
in control. Plan assets consist principally of listed equity securi¬ 
ties and corporate obligations, insurance contracts and US. 
government bonds. 

In fiscal 1988, we adopted Statement of Financial Accounting 
Standards No. 87, “Employers’ Accounting for Pensions." The 
effect of the change was to reduce pension expense in fiscal 1988 
by $41.9 million. Components of the net pension credit for fiscal 


1988 are as follows: 

In Millions 

Service cost —benefits earned $ 10 4 

Interest cost on projected benefit obligation 41.0 

Actual return on plan assets 1.2 

Net amt >rtizati< >n and deferral (86.6) 

Net pension credit $ (34.0) 


The weighted-average discount rate and rate of increase in 
future compensation levels used in determining the actuarial 
present value of the benefit obligations were 10.67% and 6%, 
respectively. The expected long-term rate of return on assets wits 
11.35%. 

The funded status of the plans and the amount recognized on 
the year-end Consolidated Balance Sheet (as determined on May 
31, 1988) are as follows: 


In Millions 


Actuarial present value of benefit obligations: 

Vested benefits 

Nonvested benefits 

$320.8 

35.7 

Accumulated benefit obligation 

3565 

Projected benefit obligation 

412.4 

Plan assets at fair value 

595.2 

Plan assets in excess of the projected benefit obligation 

182.8 

Unrecognized net loss 

74.5 

Unrecognized transition asset 

(214.4) 

Prepaid pension asset 

$ 42.9 


cal 198 7 and 1986 w'as 57.8 million and $19.2 million, respectively 
The decrease in fiscal 1987 pension expense resulted from 
changes to the investment return assumption and actuarial cost 
method. The actuarial present value of accumulated plan benefits 
at January 1,198" 7 , was $4 7 0 million (of which $55 million was 
nonvested), compared with net assets available for benefits of 
$558 million. Actuarial present values of accumulated benefits 
were determined using discount rates established by the Pension 
Benefit Guaranty Corporation (PBGC) for valuing plan benefits. 
The PBGC rates ranged from 4% to 7 5% for 198" 7 , with the latter 
of the range being the principal rate. 

We have a few defined contribution plans that provide for ben¬ 
efits based on accumulated contributions and investment income 
Our contributions to the plans expensed in fiscal 1988, 198^ and 
1986 w’ere $11.0 million, $12.0 million and $10.6 million, 
respectively. 

We sponsor a variety' of plans that provide health care benefits 
to the majority of our retirees. Some of these plans require con¬ 
tributions from the retirees. We recognized total costs of $4.9 
million, $4.7 million and 54.3 million in fiscal 1988, 198“" and 
1986, respectively, for these benefits on a pay-as-you-go basis. 

NOTE TWELVE: PROFIT-SHARING PLANS 

We have profit-sharing plans to provide incentives to key individ¬ 
uals who have the greatest potential to contribute to current 
earnings and successful future operations. These plans were 
approved by the Board of Directors upon recommendation of the 
Compensation Committee. The awards under these plans depend 
on profit performance in relation to pre-established goals. The 
plans are administered by the Compensation Committee, which 
consists of directors who are not members of our management. 
Profit-sharing expense, including performance unit accruals, was 
$8.8 million in fiscal 1988, S10." 7 million in fiscal 198 7 and $9.4 
million in fiscal 1986. 


The new Statement was adopted on a prospective basis as 
required; therefore, the fiscal 198 7 and 1986 pension expense has 
not been restated. Defined benefit plan pension expense for fis- 
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GENERAL MILLS. INC AND SUBSIDIARIES 


NOTI THIRTEEN: INCOMI TAXIS 


The following table reconciles the U.S. statutory income tax rate 


The components of earnings before income taxes and the income 
taxes thereon are as follows: 


Fiscal Year 


In Millions 

1988 

198" 

1986 

Earnings before income taxes: 

US. 

S414.7 

*381.0 

$2932 

Outside U.S. 

28.1 

2-1.8 

17.0 

Total earnings before income taxes 

$4*42.8 

$*4058 

$310.2 

Income taxes 




Current 




Federal taxes 

$114.1 

$158.3 

$101 4 

IJ.S. investment tax credit 

(0.1) 

(6.2) 

(10.3) 

State and local taxes 

282 

2"4 

15.0 

Foreign taxes 

7.1 

8.6 

6.2 

Total current income taxes 

149.3 

188.1 

112.3 

Deferred income taxes (principally U S.) 

28.1 

94 

22.8 

Total income taxes 

$177.4 

519" 5 

$135.1 


In prior years we purchased certain income tax items from 
other companies through tax lease transactions. Total current 
income taxes charged to earnings in fiscal 1988.198“’ and 1986 
reflect the amounts attributable to operations and have not been 
materially affected by tax leases. Actual current taxes payable on 
fiscal 1988 operations were increased by approximately $2 mil¬ 
lion and fiscal 198" and 1986 operations were reduced by 
approximately $55 million and $112 million, respectively, due to 
the effect of tax leases. These tax benefits are temporary in nature 
and do not affect taxes for statement of earnings purposes since 
the amount of benefits (net of the consideration paid to the 
sellers) will be repaid to the government in future years over the 
terms of the leases. The repayment liability is classified as 
“Deferred Income Taxes—Tax Leases." 

Deferred income taxes result from timing differences in the 
recognition of revenue and expense for tax and financial state¬ 
ment purposes. The tax effects of these differences follow: 


Fiscal Year 


In Millions 

1988 

198"* 

1986 

Depreciation 

S132 

$22 1 

$17.1 

Prepaid pension asset 

16.6 

- 

- 

Litilization of contribution carryover 

9.1 

- 

- 

Interest 

0.7 

(112) 

(39) 

Provision for losses on dispositions 

(It) 

56 

22.1 

Accrued expenses 

(10.8) 

(0.1) 

(8.0) 

Other 

0.4 

(7.0) 

(4.5) 

Total deferred income taxes 

$28 1 

$ 9.-4 

$22.8 


with the effective income tax rate: 

Fiscal Year 



1988 

1987 

1986 

U.S. statutory rate 

35.0% 

46.0% 

46.0% 

US. investment tax credit 

State and local income taxes, net of federal 

— 

(1.5) 

(3.3) 

tax benefits 

5.0 

3.7 

3.8 

Other, net 

0.1 

0.5 

(2.9) 

Effective income tax rate 

40.1% 

48.7% 

43.6% 


Provision has been made for foreign and U.S. taxes that w'ould 
be payable on foreign operations’ earnings that are not consid¬ 
ered permanently reinvested Additional income taxes have not 
been provided on unremitted earnings of foreign operations 
amounting to $"6.2 million that are expected by management to 
lx? permanently reinvested. If a portion were to be remitted, 
income tax credits would substantially offset any resulting tax 
liability. 


NOTI FOURTIINt LIAS IS 

An analysis of rent expense by property leased follows: 

Fiscal Year 


In Millions 

1988 

198" 

1986 

Restaurant space 

S 16.1 

$136 

$114 

Warehouse space 

7.2 

65 

59 

Office space 

4.0 

3" 

3.7 

Transportation 

31 

2.8 

2.7 

All other 

32 

3 1 

3.1 

Total rent expense 

$336 

$29" 

$26.8 


Some leases require payment of property taxes, insurance and 
maintenance costs in addition to the rent payments. Contingent 
and escalation rent in excess of minimum rent payments totaled 
approximately $2.1 million in fiscal 1988, SI " million in fiscal 
198" and $1.-4 million in fiscal 1986. Sublease income netted in 
rent expense was insignificant. 

Noncancelable future lease commitments are (in millions) 
$26.3 in 1989. $22.9 in 1990, $19." in 1991. $1" 6 in 1992. $15.^ in 
1993 and $1*49.9 after 1993. or a cumulative total of $252.1. 
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GENERAL MILLS, INC. AND SUBSIDIARIES 


NOT! FIFTIIN: SIOMINT INFORMATION 

In Millions 

Consumer 

Ftxxls 

Restaurants 

Unallocated 

Corporate 

Items (a) 

Consolidated 

Total 

Sales 

1988 

53,752.6 

51,426.2 


55,178.8 

1987 

3.4499 

1,2491 


4,6990 

1986 

3.0613 

1,051.0 


4,112.3 

Operating Profits 

1988(b) 

411.3 

88.9 

5(57.4) 

442.8 

1987 

369.5 

92.5 

(56.2) 

405 8 

1986 

284.2 

84.8 

(58.8) 

310.2 

Identifiable Assets (c) 

1988 

1,441.7 

772.0 

458.2 

2,671 9 

1987 

1,211.7 

594.0 

549.7 

2,355.4 

1986 

1,091.8 

467.8 

612.7 

2,172.3 

Capital Expenditures 

1988 

191.2 

163.8 

55.7 

410.7 

1987 

151-5 

1453 

32.3 

329 1 

1986 

1536 

740 

17.3 

244.9 

Depreciation Expense 

1988 

88.0 

47.9 

1.4 

137.3 

1987 

78.9 

394 

1.6 

119.9 

1986 

69.2 

32.7 

1.0 

102.9 


(a) Corporate expense* reported here include net interest expense and general corporate expenses. Corporate capital expenditures include capital expenditures 
of discontinued Speciality Retailing operations through the date disposition was authorized. 

(b) The effect of the change in metfuxl of accounting for pension costs on operating profits was an increase for Consumer Foods of $38 ^ million and Restaurants 
of $2 1 million in fiscal 1988. 

(c) Identifiable assets for our segments consist of receivables, inventories, prepaid expenses, net land, buildings and equipment, intangible assets and investments 
and miscellaneous assets. Corporate identifiable assets consist mainly of cash, short-term investments, deferred income taxes, other miscellaneous investments 
and net assets of discontinued Specialty Retailing operations. 

NOT! SIXTIIN:QUARTIRLY DATA (UNAUDITID) 

Summarized quarterly data for fiscal 1988 and 1987 follows: 


In Millions, Except Per Share and First Quarter Second Quarter Third Quarter Fourth Quarter 


Market Price Amounts 

1988 

1987 

1988 

1987 

1988 

1987 

1988 

1987 

1988 

1987 

Sales 

$1,2738 

$1,1090 

51,334.7 

$1,196.9 

51,2639 

$1,1631 

51,306.4 

51,2300 

$5,178.8 

$4,699.0 

Gross profit * 

Earnings after taxes - 

577.7 

505.7 

606.7 

559.1 

571.2 

5399 

575.4 

517.6 

2,331 0 

2,122.3 

Continuing operations 

Earnings per share - 

79.7 

61.0 

72.7 

54.3 

65.2 

51.9 

47.8 

41.1 

265.4 

208.3 

Continuing operations 

.90 

.68 

.82 

.61 

.76 

.59 

.57 

.47 

305 

2.35 

Discontinued operations after taxes 

(2.5) 

(19) 

6.9 

15.6 

6.2 

5.0 

7.1 

(5.0) 

17.7 

137 

Net earnings 

77.2 

591 

79.6 

69.9 

71.4 

56.9 

54.9 

36.1 

2831 

222.0 

Net earnings per share 

.87 

.66 

.90 

79 

83 

64 

.65 

.41 

325 

2.50 

Dividends per share 

Market price of common stock: 

40 

.29 

.40 

32 

.40 

•32 

.40 

.32 

1.60 

1.25 

High 

62% 

45% 

59% 

47% 

52% 

5178 

51% 

56 

62% 

56 

Low 

52% 

37 

40Vi 

37% 

41 % 

41% 

43% 

43 

40% 

37 


• Before charges for depreciation. 
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GENERAL MILLS, INC. AND SUBSIDIARIES 


Amounts in Millions. Except Per Share Data 

May 29, 1988 

May 31. 198" 

Ma\ 25,1986 

FINANCIAL RKSULTS 




Earnings (loss) per share (a) 

S 3.25 

$ 2.50 

$ 2.06 

Return on average equip 

41.1% 

31.4% 

21.5% 

Dividends per share (a) 

S 1.60 

1.25 

143 

Sales (b) 

$5,178.8 

5,189.3 

4,586.6 

Costs and expenses: 




Cost of sales, exclusive of items below (b) 

S2.84T8 

2,834.0 

2,563.9 

Selling, general and administrative (b) 

$1,710.5 

1,757.5 

1,547.2 

Depreciation and amortization (b > 

S 140.0 

1317 

113-1 

Interest (bXc) 

$ 37.7 

32.9 

38.8 

Earnings before income taxes (b) 

S 442.8 

4332 

3236 

Net earnings (loss ) 

S 283 1 

222.0 

183.5 

Net earnings (loss) as a percent of sales 

5.5% 

4.3% 

4.0% 

Weighted average number of common shares(axg) 

87.0 

88.7 

89.2 

Taxes (income, payroll, property, etc.) per share iaxb» 

$ 332 

3.60 

2.67 

FINANCIAL POSITION 




Total assets 

S 2.671.9 

2,280.4 

2,086.2 

Land, buildings and equipment, net (b) 

$ 1.376.4 

1,249.5 

1,084.9 

Working capital at year-end 

S (20S.5) 

(57.1) 

41.6 

Long-term debt, excluding current portion 

S 361.5 

285.5 

458.3 

Stockholders' equip 

S 648.5 

^30.4 

682.5 

Stockholders' equip per share i a i 

S 7.75 

8.28 

7.61 

OTNKR STATISTICS 




Funds provided by operations (b) 

$ 405.7 

388.5 

3332 

Total dividends 

5 139.3 

110.8 

100.9 

Gross capital expenditures (h > 

S 410.7 

329.1 

244.9 

Research and development (b) 

$ 40.7 

38.3 

41.7 

Advertising media expenditures (b) 

$ 345.9 

330.0 

317.0 

Wages, salaries and employee benefits (b) 

$ 911.3 

958.6 

895.8 

Number of employees (b) 

74,453 

65,619 

62,056 

Accumulated LIFO reserve (b) 

$ 530 

51.5 

45.8 

Common stock price range ia) 

S 62 l /«- 

56- 

40 V6— 


40V« 

37 

26 


(a) Years prior to fiscal 198" have been adjusted for the two-for-one stixk split in November 1986. 

(h) Includes continuing operations only, years prior to fiscal 1988 include the discontinued Specialty Retailing apparel operations, years prior to fiscal 198? 
include the discontinued furniture operations, and years prior to fiscal 1985 include the discontinued Toy, Fashion and Specialty Retailing non-apparel 
operations. 

(c) Interest expense is net of interest income, amounts for years prior to fiscal 1986 are interest expense only with interest income included in selling, general and 
administrative expenses. 


FINANCIAL DATA FOR CONTINUING OPIRATIONS (y«ar« prior to <U«al 1988 rostatod) 

Fiscal Year Ended 


Amounts in Millions, Except Per Share Data 

May 29. 1988 

May 31. 198" 

May 25. 1986 

May 26. 1985 

May 2", 198-i 

May 29, 1983 

Sales 

Earnings after taxes 

Earnings per share 

$5,178.8 

$ 265.4 

$ 3.05 

$4,699.0 

208.3 

2.35 

$4,112.3 

175.1 

1.96 

$3,911.9 

135.8 

1.52 

$3,7935 

208.8 

2.23 

$3,777.5 

158.5 

1.58 
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GENERAL MILLS. INC. AND SUBSIDLARIES 


May 26, 1985 

May 27, 1984 

May 29, 1983 

May 30. 1982 

May 31. 1981 

May 25, 1980 

May 27, 1979 

Muv 28, 1978 

$ (.81) 

$ 2.49 

$ 2.45 

$ 2.23 

$ 1.95 

$ 1.68 

$ 1.46 

$ 1.36 

(6.5)% 

19.0% 

19.9% 

19.1% 

18.2% 

17.6% 

17.0% 

17.69 

1.12 

1.02 

.92 

.82 

• 72 

.64 

.56 

.487a 

4,285.2 

5,600.8 

5,550.8 

5,312.1 

4,852.4 

4,170.3 

3,745.0 

3,243.0 

2,474.8 

3,165.9 

3,123.3 

3,081.6 

2,936.9 

2,578.5 

2,347.7 

2,026.1 

1,443.9 

1,841.7 

1,8316 

1,635.5 

1,384.0 

1,145.5 

1,021.3 

883.8 

110.4 

133.1 

127.5 

113.2 

99.5 

81.1 

73.3 

58.6 

60.2 

61.4 

58J 

75.1 

57.6 

48.6 

38.8 

29.3 

1959(d) 

398.7 

409.7 

406.7 

374.4 

316.6 

263.9 

245.2c 

(72.9X0 

233.4 

2451 

225.5 

196.6 

170.0 

147.0 

135.8 

(17)% 

4.2% 

4.4% 

4.2% 

4.1% 

4.1% 

3.9% 

4.2S 

89.5 

93.7 

100.2 

101.2 

100.8 

100.9 

100.7 

99.9 

2.01 

3.11 

2.85 

2.94 

2.79 

2.33 

1.99 

1.85 

2.662.6 

2,858.1 

2,943.9 

2,701.7 

2,301.3 

2,012.4 

1,835.2 

1,612.7 

956.0 

1,229.4 

1,197.5 

1,054.1 

920.6 

747.5 

643.7 

587.0 

229.4 

244.5 

235.6 

210.7 

337.3 

416.3 

441.6 

285.1 

449.5 

362.6 

464.0 

331.9 

348.6 

377,5 

384.8 

259.9 

1,023.3 

1,224.6 

1,227.4 

1,232.2 

1,145.4 

1,020.7 

916.2 

815.1 

11.51 

13.53 

12.84 

12.25 

11.37 

10.16 

9.12 

8.19 

f 

r 

241.3 

348.3 

401.6 

353.6 

317.8 

262.7 

237.5 

197.9 

100.4 

96.0 

92.7 

82.3 

72.3 

64.4 

56.1 

48.2 

209.7 

282.4 

308.0 

287.3 

246.6 

196.5 

154.1 

140.5 

38.7 

63.5 

60.6 

53.8 

45.4 

44.4 

37.3 

30.5 

274.3 

349.6 

336.2 

284.9 

222.0 

213.1 

188.9 

170.5 

860.2 

1,121.6 

1,115.2 

1,028.4 

907.0 

781.2 

717.1 

622.0 

63,162 

80,297 

81,186 

75,893 

71,225 

66,032 

64,229 

66,5^4 

47.5 

79.7 

79.7 

75.5 

73-7 

60.3 

46.5 

29.3 

30 l /4- 

28!/2- 

287«- 

21- 

177*- 

147*- 

17- 

157- 

237a 

20-V, 

19 1 /, 

16 1 /, 

ll 5 /a 

972 

12 

137b 


(d) Includes pretax redeployment charge of $75.8 million. 

(e) Before discontinued Chemical operations. 

(f) Includes after-tax discontinued operations charge of $188.3 million. 

(g) Years prior to fiscal 1983 include common share equivalents. 

(h ) Includes capital expenditures of continuing operations and capital expenditures of discontinued operations through the date disposition was authorized 


' 
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GENERAL MILLS 


SHAREHOLDER INFORMATION 


ADDRESS 

General Mills Executive Offices 
Number One General Mills Boulevard 
Minneapolis, MN 55426 

Mailing Address: 

PO. Box 1113 
Minneapolis, MN 55440 
Telephone (612) 540-2311 

AGENT, AUTOMATIC DIVIDEND REINVESTMENT PLAN 

Harris Trust and Savings Bank 
PO Box A 3309 
Chicago, IL 60690 

Stockholders wishing information about the Automatic Dividend 
Reinvestment Plan may obtain a brochure by writing: General 
Mills, Stock Transfer Department, PO. Box 1113, Minneapolis, MN 
55440. lender this plan. General Mills pays the brokerage and ser¬ 
vice fees associated with die automatic reinvestment of 
stockholders’ dividends. 

FORM 10-K REPORT 

In the opinion of management, the financial statements in this 
Annual Report to Stockholders include all significant financial 
data included in the annual report filed on Form 10-K with the 
Securities and Exchange Commission. Stockholders may request 
a free copy of the Form 10-K annual report and schedules 
attached thereto by writing: Secretary, General Mills, Inc.. RO. Box 
1113, Minneapolis, MN 55440. 

NOTICE OF ANNUAL MEETING 

The annual meeting of the stockholders of General Mills, Inc. will 
be held at 11 a m. Central Daylight Time, Monday, September 26, 

1988, in the auditorium of die Childrens Theatre Company. 2400 
Third Avenue South, Minneapolis, MN. 


TRANSFER AGENT AND REGISTRAR 

Common Stock: 

1 larris Trust and Savings Bank 
PO. Box 7 55 
111 West Monroe Street 
Chicago, IL 60690 

For other information, call General Mills’ Stock Transfer Depart¬ 
ment at (612) 540-3888. 


MARKETS 

New York Stock Exchange 
Midwest Stock Exchange 

STOCK EXCHANGE SYMBOL: GIS 
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